Determinants of FDI Inflow in Regional Port with Resource-Based View and Institutional Theory: A Case of Pohang-Yeongil Port  by Cho, Hyuksoo & Ha, Yeongseok
* Assistant Professor of Keimyung University Korea, Email: hyuksoo@kmu.ac.kr, Author. 
** Professor of Keimyung University, Korea, Email: hysok@kmu.ac.kr, Corresponding Author.
Volume 25    Number 2    December 2009    pp.305-331
Introduction                                       
Theoretical Backgrounds                                                          
FDI Inflow in Yeongil Port Hinterland 
Theoretical and Managerial Contributions
Conclusion  
I.
II.
III.
IV.
V.
Given that FDI inflows can serve to encourage economic growth in host countries, 
FDI has been a popular research theme in academic and practical territories. This study 
provides important theoretical implications to the literature on global supply chain 
management in port hinterlands. In specific, FDI inflow in Pohang-Yeongil port hinter-
land is closely examined. This study shows how the government supporting policy can 
be effective to FDI inflow in Pohang-Yeongil port hinterland with regard to the institu-
tional theory. The resource-based view is used to justify FTZ, industry cluster, and ICT 
infrastructures as major determinants to attract MNEs' FDI. Reviewing the theoretical 
implications assists in understanding how Pohang-Yeongil port can attract MNEs' FDI 
in the hinterland.
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I. Introduction
Flows of FDI (Foreign Direct Investment) expanded rapidly over the past few 
decades. More than 64,000 MNEs (Multinational Enterprises) with over 870,000 affili-
ates abroad are driving the FDI flows.1 In general, FDI has contributed to strengthen 
economic growth and create higher employment around the world. FDI refers to the 
purchase of physical assets or a significant amount of the ownership (stock) of a 
company in another country to gain a measure of management control.2 FDI has been 
considered an important power source to affect the economic health of nations. In Asia, 
many countries including China and India are attracting the majority of worldwide FDI 
inflows because of low wage workforce and enormous domestic markets. Many Asian 
countries, in particular developing countries, could realize economic growth throughout 
the 1980s and 1990s. There was the FDI inflow in it. Interestingly, many developed 
countries have been the destination of FDI inflows. EU nations, the United States, and 
Japan account for the majority of world FDI inflows. FDI has been an important 
economic theme in developing as well as developed countries. Also, FDI plays an 
important role in various territories. The maritime industry is one of them.
There is a close relationship between FDI and globalization. Globalization accounts 
for the rising tide of FDI inflows around the world. Also, increasing globalization is 
causing a growing competition in the maritime industry and will continue to propel it in 
the future. Under the circumstances, it is required for logistics companies to create and 
adopt new strategies to survive in the competitive marketplace. It is true that Korean 
logistics companies are still far from global standard. Han-Jin Corporation, Korea’s 
biggest logistics company, is about 0.7 percent of USPS (United States Postal Service) 
regarding the size.3 Also, Korea's maritime infrastructures are not enough by compari-
son with global standards. As the result, according to IMD World Competitiveness   
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Yearbook, global ranking of Korea’s maritime infrastructures is 29th, which is consider-
ably low.4 Korea’s national key ports are Busan and Gwangyang ports. 
The national strategies of maritime industry have been made based on the national 
ports. For instance, national strategies for port hinterlands have been planned focusing 
on Busan and Gwangyang ports. Like other industries, there is a long-term goal in 
Korea’s maritime industry. That is to be the hub of East Asian as well as logistics. How-
ever, the simple strategy focusing on few national ports is not appropriate enough to 
achieve the goal and even survive in the competitive global marketplace. A real market 
oriented alternative can make Korea's maritime industry achieve the goal.
Many academic scholars and field managers emphasize FDI inflow as a major tool to 
develop port hinterlands. FDI inflows in regional port hinterlands can affect positively 
economic health of regions as well as the nation. To attract the investment, we must 
provide a climate conducive to business operations. This study focuses on a specific 
regional port, Pohang-Yeongil container port. Also, we aim to find useful information 
regarding FDI inflows in Pohang-Yeongil port hinterland. The specific research ques-
tion is addressed: what determines the extent of FDI inflows in Pohang-Yeongil port 
hinterland. The specific research question is addressed: what determines the extent of 
FDI inflows in Pohang-Yeongil port hinterland. Figure 1 illustrates the relationships 
between various determinants and FDI inflows in Pohang-Yeongil port hinterland.
In this study, two theoretical backgrounds can be applied to explain the determinants. 
One is the resource-based view and the other is the institutional theory. The resource-
based view has received much attention in various academic territories. In the resource-
based view, company resources are considered strengths that companies can use to 
conceive of and implement their strategies.5 
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               <Figure 1>  Determinants of FDI inflows in Pohang-Yeongil Port Hinterland
According to the institutional theory, institutional environments like regulations, norms, 
and cultures can be constraints as well as opportunities. Conforming to the institutional 
environments has been regarded by a growing body of research as the key of the institu-
tional perspective contributing to organizational success and survival.6 These two 
theories can provide useful theoretical backgrounds to find determinants of FDI inflows 
that may generate competitive advantage in Pohang-Yeongil port hinterland. Next, 
various concepts of logistics, port hinterland, FDI are first discussed. Four determinants 
are then examined with regard to FDI inflows in Pohang-Yeongil port hinterland. This 
study concludes with contributions and suggestions for future research. 
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II. Theoretical Backgrounds
1. Global Environments of Maritime Industry
In general, MNEs are producing their products in home countries as well as host 
countries around the world. In other words, they are not doing businesses entirely in 
their own territories. With the development of ICT (Information and Communication 
Technology), MNEs could establish logistics networks, which are anchored in their 
global SCM (Supply Chain Management). SCM is the management of material and 
information flow in a supply chain to provide the highest degree of customer satisfac-
tion at the lowest possible cost.7 Companies could create an extended enterprise spread-
ing far beyond the producer's location through SCM. Companies’ active application of 
SCM could accelerate logistics networks in the maritime industry. In particular, many 
research data illustrate the rapid growth of transplantation in Asia.
Many MNEs invested directly in China and India because of low wages and big local 
markets. As the result, the size of transplantation industry in Asia has climbed signifi-
cantly. The circumstances can be an opportunity for Korea’s maritime industry because 
of geographically close distance. However, the infrastructures of Korea's maritime 
industry are not good enough to exploit the opportunistic market environments. Korea 
now does not have the competitive edge regarding the infrastructures over competitors 
such as Singapore, Hong Kong, and Japan. Also, there are some obstacles to Korea’s 
competitive advantage for the maritime industry. Some of them are hardware weak-
nesses such as limited port facilities and not well-organized public traffic systems.
There are also some software weaknesses such as unstable industrial relationships 
and language. Overall, Korea’s maritime industry is not developed enough regarding 
infrastructures, international marketing, and management to compete with other Asian 
rivals.8 However, there are still potential opportunities. The geographical merit being 
309
7 Lee and Shin(2006).
8 Busan Port Authority(2009).
Determinants of FDI Inflow in Regional Port with Resource-Based View and Institutional Theory
: A Case of Pohang-Yeongil Port
surrounded by big Asian players like China and Japan can contribute the growth of 
Korea’s maritime industry. Table 1 below illustrates the recent growth of commercial 
(container) traffic in Korea.  
We discussed several opportunistic environments facing Korea’s maritime industry. 
There are various alternatives to maximize the opportunities. Among them, an ideal 
strategy is to develop port hinterlands. Korea is behind other Asian competitors in the 
development of port hinterlands. Moreover, the development is very limited to major 
national ports such as Busan and Gwangyang ports. Regional ports like Pohang-Yeongil 
port is still in early stage regarding the development of hinterlands. This developing 
approach is not appropriate for Korea’s maritime industry endeavoring to be a global 
hub of the maritime industry over other competitors. With regard to the market circum-
stances, ports are increasingly involved with each other in Korea. Therefore, national 
ports’ hinterlands can be best developed in context of other regional ports’ hinterlands. 
The approach can be consistent with the national land plan aiming for revamp of 
national space structure & division of function by region, establishment of policy for 
national balanced development and promotion of regional industry. Moreover, Pohang-
Yeongil port has some geographical advantages. Pohang-Yeongil port is located in the 
center linking between ocean and continent. There are well-devel-oped infrastructures 
with world famous high-tech companies and academic institutions in Pohang. In domes-
tic, Pohang-Yeongil port is close to a major export-oriented region in Korea, Daegu-
Gyeongbuk. Also, Pohang-Yeongil port is close to Far Eastern Russia, Northeastern 
China, and West coast of Japan rather than any other Korean port. The facts can be 
the advantages and potentials of Pohang-Yeongil Port. We believe that Pohang-Yeongil 
port can be the center port of East Sea Rim region. 
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<Table 1> Commercial (Container) Traffic in Korean Ports
                                                                                                                                                             Unit: thousands TEU
   Source: Busan Port Authority (2009)
  
2. Developing Plans of Pohang-Yeongil Port Hinterland
POSCO (Pohang Iron and Steel Company Limited) has led the economic growth of 
Pohang areas over the past few decades. If Pohang-Yeongil port is built by 2011 as 
planned, the port will be a strong infrastructure of the maritime industry in Pohang as 
well as the nation for a few coming decades. Also, with POSCO, Pohang-Yeongil port 
will be the engine of economic growth in the region. The development of Pohang-
Yeongil port hinterland can be an effective strategy to realize the goals. Pohang-Yeongil 
port is equipped with four 30,000 ton class berths and deep water depth (12~15m) 
possible for 50,000 ton-level ship to arrive and depart. The berth facility will be 
extended as planned. Pohang-Yeongil port plans to provide easy accessibility, wide 
enough yard, FEZ (Free Economic Zone) of hinterland industrial complex, FTZ (Free
Trade Zone) of port hinterland complex, and various incentives for cargo and ship own-
ers. Pohang-Yeongil port has 6,438,000⽊ hinterlands. Enough land for building hinterl
ands and modern facilities for transporting cargos are prerequisites to develop port 
hinterlands. Also, Pohang-Yeongil port is designed to provide various advanced facili-
ties, services, and incentives including wide enough bonded storage, rapid on-deck 
service, and LCL container service (Internal data derived from Pohang City, 2009). 
Moreover, Pohang-Yeongil port can offer one stop services (inspection, customs, and 
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 2000 2001 2002 2003 2004 2005  2006  2007  
Export, Import 6,389 6,591 7,356 8,182 9,025 9,410  10,123  11,254  
Transshipment 2,454 3,111 4,204 4,598 5,158 5,530 5,673  6155  
Total 8,843 9,702 11,560 12,780 14,183 14,940  15,796  17397  
% transshipment 27.7 32.1 36.4 36.0 36.4 37.0 35.9 35.4 
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immigration) and improve the productivity by operating cargo handling gears with the 
most advanced equipments (Pohang-Yeongil port homepage, 2009). Figure 2 below 
illustrates the layout of Pohang-Yeongil port development projects such as port 
hinterland complex, hinterland industrial complex and etc., along with being designated 
as FEZ and FTZ.
<Figure 2> Development Projects of Pohang-Yeongil Port
                                             Source: Pohang-Yeongil Port Homepage (www.pohangport.com)
Pohang-Yeongil port also has various advantages from the geographical point of 
view. Pohang-Yeongil port is the sole international container terminal in the East Sea 
Rim economic bloc. In specific, Pohang-Yeongil port can be connected with Russia, 
China, Japan, and North Korea. Also, Asian Highways and Iron Silk Road such as TSR 
(TransஇSiberian Railway) and TCR (TransஇChinese Railway) can be linked with 
Pohang-Yeongil port (Pohang-Yeongil port homepage, 2009). The geographical 
advantages of Pohang-Yeongil port are well illustrated in Figure 3. 
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<Figure 3> Geographical Networks of Pohang-Yeongil Port
                                Source: Pohang-Yeongil Port Homepage (www.pohangport.com)
Port hinterland is one of the most important concepts in transport geography. The 
definition of port hinterland, however, is still various and vague depending on literature. 
According to Fageda(2005), port hinterland refers to area where a port has a monopo-
listic position. Also, port hinterland is an origin and destination area of a port, that is, 
the inner region provided by a port.9 According to another literature, port hinterland is a 
back yard of ports to interact between ports and other supporting areas.10 In other 
words, port hinterlands are social and economic areas concentrating various support-
ing activities on ports. As illustrated in Figure 4, port hinterlands are composed of two 
kinds of hinterlands, the main hinterland and competition margin hinterland. The main 
hinterland is an exclusive area where a port can draw cargos with a monopolistic 
position. The competition is an area where more than two ports compete for cargo.11 
Pohang-Yeongil port, a regional port, is competing or cooperating with Busan port, a  
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major national port. Therefore, it seems to be reasonable for Pohang-Yeongil port to pay 
attention on the second concept, the competition margin hinterland.
<Figure 4> Types of Port Hinterland
A traditional policy regarding the maritime industry focused on the development of 
storage facilities such as relevant wharf facilities. With the logistics, the policy, 
however, is not enough.
Value creation of port hinterlands has loomed as a major issue in the maritime 
industry12. Present ports shall not be confined to their traditional roles. They have strong 
ties with other neighbor cities. Port hinterlands play an important role between ports and 
neighbor cities. Building clusters including ports and cities can be an effective strategy 
to develop port hinterlands and create values.13   
314
12 Lim(2002), pp.1-3.
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<Table 2>  Demands and Supplies of Port Hinterlands in Korea's Major Ports
                                                                                                                                  Unit: thousands m²
   Source: Lee (2007)
Table 2 above illustrates demands and supplies of port hinterlands in major Korean 
ports. Over 80 percent of supplies become concentrated in three major ports including 
Busan, Gwangyang, and Incheon. In other words, developing hinterland in 
Pohang-Yeongil port, a regional port, can contribute to the national balanced 
development and promotion of regional industry. 
Many MNEs chose Southeast or East Asian countries to produce and transport 
products. Some Asian countries made the most of this opportunity. In particular, some 
major ports made logistics facilities and developed port hinterlands to attract MNEs’ 
investment. Singapore, Hongkong, Shanghai, Qingdao, and Dalian are representative 
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2011 2015 2020 
Demand 4,656 6,238 7,713 Busan  
Supply 4,650 6,703 7,890 
Demand 2,760 3,689 4,960 
Gwangyang 
Supply 3,878 3,878 5,465 
Demand 3,409 4,470 6,216 
Incheon  
Supply 4,143 5,147 6,665 
Demand 1,319 2,595 4,455 
Pyeongtaek 
Supply 1,405 2,628 4,479 
Demand 839 1,092 1,451 
Ulsan 
Supply 456 456 456 
Demand 518 734 1,049 
Mokpo 
Supply 473 473 473 
Demand 373 666 913 
Pohang 
Supply 423 690 913 
Demand 88 154 237 
Masan
Supply 331 331 331 
Demand 13,962 19,638 26,994 Total 
Supply 15,759 20,306 26,672 
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ports. Pohang-Yeongil port is surrounded by the strong competitors. Also, Pohang-Yeong-
il port is a regional port that is away from strong government interest and investment. It 
is thus required for Pohang-Yeongil port to make unique and effective strategies such as 
port hinterland development. Enough land for building hinterlands and modern facilities 
for transporting cargos are prerequisites to develop port hinterlands. The developing 
plan can encourage MNEs and logistics companies to invest directly in Pohang-Yeongil 
port hinterland. Also, there are other considerations to organize and attract the invest-
ment. Regulatory institutions such as supporting laws and policies should be included. 
Modern infrastructures of ICT (Information and Communication Technology) and 
traffic are also important to encourage the investment. The activities are not special 
benefits for foreign investors like MNEs. Instead, it is a step-by-step process adjusting 
our systems to global standards.14
Many MNEs are trying to build logistics, R&D, and production centers in major port 
hinterlands. It is usually based on their global SCM or fragmentation strategies. 
Pohang-Yeongil port should pay attention to the business activities of MNEs. Moni-
toring major competitors such as Singapore, Hong Kong, and Shanghai are also 
important.15 Pohang-Yeongil port can make appropriate incentives or strategies better 
than those of competitors regarding the hinterland investment. We discussed various 
directions for developing Pohang-Yeongil port hinterlands. When the developing direc-
tions are accomplished as planned, Pohang-Yeongil port can be grown as competitive as 
other major rivals such as Singapore, Taiwan, and Netherlands. 
3. Theoretical Backgrounds for FDI Inflow in Pohang-Yeongil Port  
    Hinterland
Many empirical researches are supporting the link between strategy and 
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organizational resources. Strategy formulation based on idiosyncratic resources is a key 
to generate Sustainable Competitive Advantage (SCA). The arguments can represent 
how Pohang-Yeongil port hinterland can develop unique own resources to attract 
MNEs' FDI that may lead to the improved performance. There is a growing body of 
empirical research supporting a direct relationship between the adoption of Resource 
Based View (RBV) and improved performance. Given the theoretical link that exists 
between competitive advantage and performance, it has been claimed that RBV can be 
used to generate SCA. According to RBV, idiosyncratic resources that create superior 
market position and comparative advantage allow organizations to generate SCA.16 In 
general, resources include assets, capabilities, information, knowledge, organizational 
attributes, and organizational processes, and can be classified in terms of physical, 
human, or organizational capital.17 Among them, especially, human and organizational 
capitals have been emphasized. Physical capital can be imitated and acquired by 
competitors. However, human and organizational capital are not easily imitated or 
acquired. The key of RBV is to generate SCA with superior resources. Therefore, lasting 
and superior nature of intangible resources (human and organizational capital) are 
sources of SCA. As discussed before, location advantages of Pohang-Yeongil port for 
attracting MNEs’ FDI in hinterlands are not good enough than those of other rival ports. 
Pohang-Yeongil port thus have unique something to be distinct from other competi-
tors. In other words, idiosyncratic resources are necessary for Pohang-Yeongil port to 
attract MNEs’ investment in the hinterland, which can create superior market position 
and SCA With location disadvantages, Pohang-Yeongil port has many other limitations 
to develop the hinterland. At first, Korea's maritime industry is not competitive enough 
in the global marketplace. Also, Pohang-Yeongil port is not a major national port but 
a regional port. Moreover, MNEs may face uncertainty in Pohang-Yeongil port hinter-
land. The uncertainty usually increases in emerging markets including China, 
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Korea, Mexico, and other developing countries. Therefore, Pohang-Yeongil port hinter-
land should adopt an effective strategy to decrease the uncertainty that MNEs interact 
with. It is a key issue for Pohang-Yeongil port to attract MNEs' FDI and develop the 
hinterland. The institutional theory is useful to provide theoretical and managerial 
solutions to decrease the uncertainty. There are diverse theories discussing organizatio-
nal transaction with environments. Institutional theory is one of them. Institutional 
theory is based on legitimacy among organizations toward environments. It is not easy 
for organizations to manipulate external environments rather than internal relations due 
to unpredictable and uncontrollable characteristics. Also, environments affect organiza-
tional structures as well as decisions.18 Institutional theory leaves a room for the opera-
tion of strategic choice on the part of organizational members. The pure concept of 
institutional theory is legitimacy. Institutional theory is based on legitimacy among 
organizations toward environments. DiMaggio and Powell (1983) argue that there
is an unstoppable thrust towards homogenization. As the result, organizations become 
similar to one another.19 The homogenization can be explained by the isomorphism. 
Isomorphism is the process by which units resemble other units in the population that 
face the same environment conditions. Also, the motivation of mimetic isomorphism is 
legitimacy. This is the basic and pure concept of institutional theory.20 Based on institu-
tional theory, legitimacy is very important for organizations to decrease market uncer-
tainty and improve performance. As mentioned before, Pohang-Yeongil port has many 
limitations when compared with other major rival ports. It is an obstacle for Poh-ang-
Yeongil port to increase MNEs’ FDI in the hinterland. Strategies to decrease market 
uncertainty with legitimacy can be an effective alternative for Pohang-Yeongil port 
hinterland to attract the investment. The strategy can be theoretically supported by the 
institutional theory. 
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III. FDI Inflow in Pohang-Yeongil Port Hinterland 
1. Types of FDI in Pohang-Yeongil Port Hinterland
Primary players of global FDI are MNEs. Small and medium enterprises usually do 
not have sufficient resources or experiences regarding foreign markets. SMEs also face 
significant uncertainty in FDI. SMEs thus prefer an indirect means to penetrate into the 
global market. MNEs involving FDI usually emphasize global fragmentation including 
global production and global distribution. Global fragmentation provides many opport-
unities for developing countries to attract various investments from large firms abroad 
and enter into the global market. In sum, FDI can create positive effects through the 
integration of a host country into the global economy based on the global 
fragmentation.21 There are several types of FDI including green field start up, M&A, 
sole investment, joint venture, vertical FDI, horizontal FDI, export oriented FDI, local 
market oriented FDI, and so on. Among them, vertical FDI / horizontal FDI and export 
oriented FDI / local market oriented FDI can be closely associated with the global 
fragmentation of MNEs. Many MNEs make plants in different countries to produce the 
same or similar goods. The type of investment refers to horizontal FDI. Several MNEs 
on the other hand produce outputs in some of their plants that serve as inputs to their 
other plants. This FDI is vertical FDI.22 According to strategic objectives, there are other 
types of FDI; local market-oriented FDI and export-oriented FDI. MNEs doing local 
market-oriented
FDI primarily focus attention to the foreign markets where they are located. Also, 
export-oriented FDI is primarily designed to provide low cost production facilities for 
exports to other markets or to production facilities in foreign countries.23 It is true that 
Korea does not have an enormous domestic market like China and India. Wages are not 
competitive than Vietnam or other Southeast Asian rivals. Big local market and low  
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wage thus cannot be attractive factors for MNEs to invest in Korea including 
Pohang-Yeongil port hinterland. However, some opportunities regarding FDI are rising 
in Pohang-Yeongil port hinterland. Infrastructures of Korea’s maritime industry are 
being developed. Also, geographical location close to strategic Asian markets such as 
China and Japan can be another advantage of Pohang-Yeongil port hinterland. 
Considering the circumstances, export-oriented FDI or vertical FDI rather than local 
market-oriented FDI or horizontal FDI are appropriate to develop in Pohang-Yeongil 
port hinterland.
Over the several decades, there has been a rapid and steady growth in global FDI 
inflows around the world. There are many articles exploring motives and determinants 
of FDI inflow. According to the studies, there are various macro as well as micro 
determinants. Location factors including market size, market potential, labor cost, host 
government policy, trade barrier, growth rate, openness, exchange rate, tax are 
representative determinants.24 Strategic motivation factors including resource seeking 
and market seeking are also important. Among them, this study examines the effects of 
four factors; government supporting policy, FTZ (Free Trade Zone), industry cluster, 
and ICT (Information and Communication Technology) infrastructure. Considering 
practical and theoretical circumstances, these four determinants can be associated 
closely with FDI inflow in Pohang-Yeongil port hinterland.
2. Determinants of FDI Inflow in Pohang-Yeongil Port Hinterland
 1) FDI Inflow and Government Supporting Policy
With limited location advantages, Pohang-Yeongil port is not a major national port in 
Korea. Also, local market size is not big enough. Moreover, producing costs are not 
competitive. Wages are relatively higher than those of other Asian rivals. Most traditio-  
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nal factors of location advantages are thus not attractive factors for MNEs to invest in 
Pohang-Yeongil port hinterland. However, some of them can be still developed to attract 
FDI inflows in Pohang-Yeongil port hinterland. Host government policy is one of them. 
Unlike other location aspects in Pohang-Yeongil port hinterland, the government policy 
is competitive to attract foreign investments. In general, government policy is an 
important concept in institutional theory. According to the theory, it is important for 
organizations to conform to institutional environments including government policy, 
regulation, culture, and etc. Legitimacy among organizations toward environments can 
decrease uncertainty and increase survival. At the early stage, most institutional 
theorists emphasized sociological orientation.25 However, with the strategic aspect, a 
growing body of institutional theorists emphasizes economic orientation.26 Moreover, 
Hoskisson et al. (2000) extended the application of institutional theory into the 
international business territory.27 The common feature of the literature studying 
economic orientation was to emphasize the strategic aspect. Also, a few institutional 
theorists including Oliver (1997) began to emphasize an active strategic choice 
perspective, instead of just constrained strategic choices.28 In other words, the 
institutional theory could be extended its basic concept, legitimacy, into the strategic 
aspect, which includes strategic adaptation and strategic conformity with external 
environments. Early institutional theorists argued that institutions, which make up a 
large part of organizational environments, include regulatory institution (i.e., laws), 
normative institution (i.e., professions) and cognitive institution (i.e., habitual 
actions).29 Institutional theorists insist that the institutions are unpredictable and 
uncontrollable external elements that organizations interact with. Based on the early 
arguments, a regulatory institution like government policy could be a constraint for 
companies.
However, at the same time, it could be an opportunity to decrease uncertainty and    
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increase survival. In other words, conforming to government policies can be a good 
strategy for companies. Institutional environments are usually much stronger in 
emerging markets like Korea. Pohang-Yeongil port hinterland can make good use of the 
circumstances. The government policy can be appealed to MNEs regarding FDI 
decision. MNEs can decrease uncertainty conforming to the regulatory institution, and 
positive government policy in Pohang-Yeongil port hinterland. These arguments lead to 
the following proposition:
Proposition 1: There is a positive relationship between government supporting policy 
and FDI inflow in Pohang-Yeongil port hinterland.  
 2) FDI Inflow and FTZ
Many host countries, in particular developing countries, intend to attract FDI by 
offering barrier-free environments and special incentives. Such zones to attract FDI and 
encourage domestic economic growth are defined as FTZ (Free Trade Zone). Over past 
50 years, FTZs have been a popular theme for researchers and practitioners. In general, 
FTZs aim to attract FDI, which can provide various benefits regarding economic growth 
and employment. In the past, FTZs usually contributed economic growth to developing 
countries. However, FTZs have become popular in even developed countries. Table 3 
below illustrates the growth of FTZs from 1970s to 1990s. In 1970s, a small number of 
courtiers established such zones. According to Table 3, however, the number has 
increased continuously. In 1990s, there were over 500 FTZs in 93 countries. Also, over 
4.5 million employees were working in FTZs around the world.30
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<Table 3> The Evolution of FTZ   
   Source: Kusago and Tzannatos (1998)
As mentioned before, trade barrier can be an obstacle to attract FDI. That means FTZ 
thus can be useful as an effective strategy regarding FDI inflow in Pohang-Yeongil port 
hinterland. Recent key issue in the global business is regional economic integration. In 
particular, FTA (Free Trade Agreement, Area) is changing the landscape of the global 
marketplace. FTA refers to economic integration whereby countries seek to remove all 
barriers to trade between themselves, but each country determines its own barriers 
against non-member countries. FTA can create several benefits of free trade including 
trade creation, greater consensus, and employment opportunities. The benefits can be 
partially accomplished by FTZ. Many Asian countries have established FTZs in port 
areas or in the wider hinterlands.31 High expected benefits of the free trade could bring 
the development or establishment of FTZs.
Strategy may be the first step for organizations to be globally competitive. 
Pohang-Yeongil Port hinterland is not exceptional. Pohang-Yeongil port hinterland thus 
needs idiosyncratic strategies to be competitive. According to resource-based view, 
effective strategies are based on unique resources. Location advantages of 
Pohang-Yeongil port hinterland cannot be expected. Pohang-Yeongil port hinterland 
should develop effective strategies based on non-imitable resources. Establishment of 
FTZs can be an idiosyncratic resource for Pohang-Yeongil port hinterland to be 
competitive. Strategies based on FTZs can attract MNEs’ FDI and bring various benefits 
in Pohang-Yeongil port hinterland. In general, performance is a critical objective of 
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 1975 1986 1995 1997 
No. of countries with FTZs 25 47 73 93 
No. of FTZs 79 176 500 N/A 
Employment (millions) 0.8 1.9 N/A 4.5 
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maritime industry, which can be achieved through a consistently sustainable 
competitive advantage. Pohang-Yeongil port can improve the performance by 
establishing FTZ in the hinterland. Based on the previous arguments, we can propose 
the following proposition.
Proposition 2: There is a positive relationship between FTZ and FDI inflow in 
Pohang-Yeongil port hinterland. 
 3) FDI Inflow and Industry Cluster
From MNEs' perspective, location advantages of host countries are main motivations 
to decide FDI. Unfortunately, Pohang-Yeongil port hinterland does not have enough 
attractive location advantages. As an alternative, Pohang-Yeongil port should develop 
unique strategies regarding FDI inflow. With FTZ, forming industry cluster can be 
another idiosyncratic resource that can create superior market position and comparative 
advantage, which allow Pohang-Yeongil port to generate competitive advantage and 
enhance performance. Globalization has led to increasing importance of global SCM 
(Supply Chain Management). Many companies agree that they can enhance and even 
maintain their global competitiveness through global SCM. The global SCM market is 
about US$ 173 billion in 2005, and the market was estimated to grow annually at 7 
percents.32 The global SCM can be much effective through clustering relevant firms, 
organizations, and industries. There are several types of ports with regard to functions. 
Traditional ports are import/export ports. Also, there are transshipment ports and 
logistics center ports. Pohang-Yeongil port should overcome the limitations of 
traditional import/export ports. New types of ports like transshipment ports can create 
better business values than import/export ports do. Transshipment gives additional 
revenues and brings other opportunities to develop maritime industry. A few ports thus 
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endeavor to develop multi-functional ports. Busan port, for instance, is endeavoring to 
increase the transshipment ratio as a step to creating and adding values: 20.8% in 1998, 
25.3% in 1999, 31.7% in 31.7%, and 51.6% in 2011.33 Also, constructing cluster of 
relative industries is necessary to maximize values of multi-functional ports. MNEs may 
be favor to invest in hinterlands of multi-functional ports with relative industry clusters 
where MNEs can apply strategies based on global SCM. In hinterlands, MNEs can 
fragment effectively their various activities including marketing, research and develop-
ment, finance, production, purchasing, and logistics. Pohang-Yeongil port hinterland 
where location advantages are limited should have an idiosyncratic resource that creates 
superior strategy to attract FDI. Resource-based theorists indicate that a positive 
relationship between unique internal resources and organizational performance. Well-
developed industry cluster can be the superior resource of Pohang-Yeongil port hinter-
land. The industry cluster can increase FDI inflows and performance in Pohang-Yeongil 
port hinterland. These arguments lead to the following proposition.
Proposition 3: There is a positive relationship between relative industry cluster and FDI 
inflow in Pohang-Yeongil port hinterland. 
 4) FDI Inflow and ICT Infrastructure
New integrated transport networks and information and communication technology 
(ICT) development have created unprecedented business opportunities for the trade and 
transport industry.34 ICT can be a tool which MNEs enable to improve competitive 
advantage in the global marketplace. As mentioned before, many MNEs are interested 
in managing global SCM from the multiple sources of raw material to the production 
and the distribution. MNEs thus recognize the need to move from national business 
strategies to global business strategies. Well-developed ICT infrastructures can assist 
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the business activities of MNEs. MNEs’ FDI are usually driven by their global SCM 
combining global production and global distribution. In sum, MNEs investing abroad 
are well disposed toward the ICT infrastructures. Many resource-based theorists, then, 
regard IT capability as an organizational resource that has significant effects on 
performance.35 In other words, well-developed ICT infrastructures can be another effec-
tive resource for Pohang-Yeongil port hinterland to be competitive. The arguments give 
Pohang-Yeongil port hinterland many suggestions. ICT infrastructures serve as poten-
tial sources of competitive advantage through attracting FDI inflow in Pohang-Yeongil 
port hinterland. In particular, various advanced communication technologies such as 
groupware systems play an important role in MNEs’ global SCM. The technologies are 
useless without the foundation of ICT infrastructures in a given country. Based on the 
above arguments, this study therefore proposes the following:
Proposition 4: There is a positive relationship between ICT infrastructure and FDI 
inflow in Pohang-Yeongil port hinterland. 
IV. Theoretical and Managerial Contributions 
Given that FDI inflows can serve to encourage economic growth in host countries, 
FDI has been a popular research theme in academic and practical territories. With the 
development of logistics, port hinterlands become an important means to attract MNEs’ 
FDI in developing as well as developed countries. Nevertheless, there was not enough 
research making an analysis in-depth of the FDI inflow in port hinterlands. This study 
provides important theoretical implications to the literature on the FDI inflows in port 
hinterlands. Specifically, the case of Pohang-Yeongil port hinterland is closely examin-
ed. This study uses resource-based view and institutional theory to explain the determi-
326
35 Santhanam and Hartono(2003), pp.125-123.
Determinants of FDI Inflow in Regional Port with Resource-Based View and Institutional Theory
: A Case of Pohang-Yeongil Port
nants of FDI inflows in Pohang-Yeongil port hinterland. This study argues that Pohang-
Yeongil port hinterland should have effective strategies to attract MNEs’ FDI overcom-
ing its limited location advantages. According to resource-based view, idiosyncratic 
resources that create superior market position and comparative advantage allow organi-
zations to generate SCA. Idiosyncratic strategies are necessary for Pohang-Yeongil port 
hinterland to attract the investment, which can create superior market position and SCA. 
This study shows how the government supporting policy can be effective to FDI 
inflow in Pohang-Yeongil port hinterland with regard to the institutional theory. The 
government policy can be appealed to MNEs regarding FDI decision. MNEs can 
decrease uncertainty conforming to the regulatory institutions. The resource-based view 
is used to justify FTZ, industry cluster, and ICT infrastructures as major determinants to 
attract MNEs’ FDI. Reviewing the theoretical implications assists in understanding how 
Pohang-Yeongil port can attract MNEs’ FDI in the hinterland. 
This study is significant for ports or nations who don’t have enough location advan-
tages but want FDI inflow in hinterlands. The advanced globalization allows MNEs 
many opportunities to invest internationally. However, regional ports like Pohang-
Yeongil port are not competitive to attract the investment. It is extremely hard for 
Pohang-Yeongil port to attract a large scale FDI in the hinterland due to its limited 
location advantages. Tradition or general approaches may not be effective for Pohang-
Yeongil port hinterland to overcome the limitations. This study indicates four factors 
(government supporting policy, FTZ, industry cluster, and ICT infrastructures) as deter-
minants to attract FDI in Pohang-Yeongil port hinterland. Furthermore, appropriate 
types of FDI (export-oriented FDI and vertical FDI) and various effects in Pohang-
Yeongil port hinterland are examined. Since Pohang-Yeongil port presents several 
location limitations, they need to recognize how such determinants may affect FDI 
inflow and business performance. We hope the findings of this study will help decision
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and policy makers understand the effective strategy to attract FDI in Pohang-
Yeongil port hinterland. 
V. Conclusion
This study is one of the first to provide the theoretical and practical establishments of 
hinterlands in regional ports. In specific, we discussed various determinants of FDI 
inflows in the case of Pohang-Yeongil port hinterland. FDI has been considered an 
important power source to affect the economic health of nations. For example, many 
developing countries including China and India could realize economic growth throug-
hout the 1980s and 1990s due to the FDI inflows. FDI has been a important economic 
theme in the maritime industry. The hub of East Asian as well as logistics is a long-term 
goal in Korean’s maritime industry. Developing port hinterlands can be an effective 
means to achieve the goal. Pohang-Yeongil port is also trying to develop the hinterland 
by attracting MNEs' FDI. However, Pohang-Yeongil port is a regional port with limited 
location advantages. Pohang-Yeongil port should establish unique strategies to attract 
the investment in the hinterland. Also, a simple developing strategy focusing on few 
national ports like Busan and Gwangyang ports is not appropriate enough to achieve the 
long-term goal and even survive in the competitive global environments. Ports are 
increasingly involved with each other in Korea. Therefore, national ports’ hinterlands 
can be best developed in context of other regional ports’ hinterlands. Four determinants 
are thus examined with regard to FDI inflow in Pohang-Yeongil port hinterland, a 
regional port in Korea. We hope that future research will provide useful reference and 
further exploration of the topic. Most of all, this study provides conceptual findings. 
They will become even more influential with empirical works in near future.*
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